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The Swedish economy, sometimes described as 
the “Middle Way,” has paradoxical characteristics. 


Socialism in Sweden 


WEDEN presents its own peculiar mix- 
ture of the features of socialism and free 
enterprise. As such it is of interest to Amer- 
icans, partly because of our concern with the 
trends in Western Europe for their own sake 
and partly because these trends may be re- 
garded as straws in that wind which may 
affect our own future course. With such 
| thoughts in mind I made a study trip to 
©) Sweden in the summer of 1951. This was a 
] sequel to a more extended trip to the other 
countries of Western Europe in 1949, as a 
result of which I offered some impressions of 
Britain in these pages.’ 
Comparison with United States 


>| Sweden has a mixture of agriculture, extrac- 
|) tive industries, and manufacturing which is 
"| something like our own. It is, like the United 
States, a new country in the sense that the 
industrial revolution came to it later than to 
England and other Western European coun- 
tries. It, therefore, does not show the marks of 
industrial maturity apparent in France and 
Britain. Its people, moreover, strikingly re- 
semble our own in some basic points of view, 
and this fact is reflected in a widespread ad- 
miration for American ways and institutions. 
English (and even the American kind) is com- 

1“Britain’s Future,” Michigan Business Review, 
November, 1949; also a more extensive report, 
Britain—A Case Study for Americans, Michigan 


Business Studies, July, 1950, University of Michigan 
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monly spoken by moderately well educated 
people. It is now a required subject in the 
secondary schools. As to the current scene the 
country is prosperous; there is full employ- 
ment; indeed one often hears the term “‘over- 
employment” and there is general concern 
about inflation. 

On the other hand the similarity between 
the two countries can easily be exaggerated. 
Sweden is, after all, a small country with a 
population about that of the State of Mich- 
igan; its national income is substantially less 
than that of this State: the business enter- 
prises are correspondingly small. Employment 
of 6,000 workers by any one of them would 
make it one of their giants, i.e. in the top 12, 
and the largest privately owned company em- 
ployed about 26,000 (1948). The standard of 
living, while high by European standards, is 
still very low compared to our own. Industrial 
wages are commonly about 60 cents an hour 
at the present rates of exchange. Unlike ours 
its population is homogeneous, for there has 
been little immigration into the country in 
modern times. Another striking difference is 
the extent to which the economic and the 
political life are both concentrated in one city 
—Stockholm. These facts facilitate central- 
ized control and conscious planning of the 
economy. 

One cannot draw valid simple and direct 
conclusions for a large country from obser- 
vations of a smaller country simply by multi- 
plying the characteristics of the small country 
by some constant factor, any more than one 
can say that an elephant is like a mouse ex- 
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cept that he is so many times larger. In be- 
coming so many times larger he becomes dif- 
ferent in kind as well as degree. 


Three Aspects of Socialism 


But bearing these qualifications in mind 
we can profitably take a look at the Swedish 
society and economy. And the first question 
is: How far has Sweden gone on the road to 
socialism? This is not easy to answer. From 
a political point of view Sweden is Socialist, 
for the Socialist Party is dominant. Its mar- 
gin, however, against the usual combination 
of other parties is slight. Indeed, it can often 
muster a parliamentary margin of only one 
vote. The leading party opposing the Social- 
ists is the Liberal Party—an interesting con- 
trast with Britain where that role is played 
by the Conservatives. The Communist Party 
is a negligible factor. An election will be held 
this year but recent reports indicate that an 
alliance has been formed between the Farm- 
ers’ Party and the Labor Party which may 
well mean that there will be no important 
change in the government. Incidentally, the 
Socialist Party is more strongly entrenched 
in Norway, but in Denmark it is in the 
minority. 

But a description of the political alignment 
does not answer the question of the progress 
of socialism. An observation of the Western 
European countries suggests that socialism 
has at least three facets. These are sometimes 
but not always associated. First, there is the 
classic concept of socialism as “the common 
ownership of the means of production.” This 
is the definition which the Marxian Socialists 
commonly use, and it is the one that most 
readily occurs to Americans when they hear 
the term. It means, of course, the nationaliza- 
tion of the industry of the country. But this 
is really not a very significant definition, for 
ownership of the means of production is only 
a means of obtaining a common control of the 
economy. The desired end is the common con- 
trol. That end may be obtained by nationali- 
zation, but it can well be secured by other 
means. 
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Thus a second form or aspect of socialism is 
government control without ownership. This 
takes the form of elaborate control of prices, 
wages, exports, imports, subsidizing of some 
industries, and imposing tax deterrents on 
others, allocation of materials, government 
direction of investment, and other devices, 
The third concept of socialism is suggested by 
the term “the welfare state” meaning the as- 
sumption by the state of direct responsibility 
for the welfare of the citizens as opposed to 


establishing a framework within which citi- — 


zens can seek their own welfare. 


Government Ownership Not 

If we should accept the first definition of 
socialism, that is, national ownership, I think 
we can say that it is definitely on the decline 
in Sweden and indeed generally in continental 
Europe. In Sweden no industry of any im- 
portance has been nationalized since the So- 
cialist Party came to power in the early thir- 
ties. The degree of nationalization is not 
particularly striking. The nationally-owned 
industries include, for example, the postal ser- 
vice, telephone and telegraph, most of the rail- 
roads, part of the electric power industry, the 
central bank (but not the private banking 
system), liquor production and distribution, 
a substantial part of the forests but not the 
wood industries, and a few others. 

All of those mentioned were brought under 
government ownership by the Liberals and 
Conservatives before the advent of the Social- 
ist Party to power. In most of the cases of 
nationalization there were specific reasons 
having little to do with the general theory of 
socialism. For example, the railroads were 
built by the government in the latter half of 
the nineteenth century. The specific reason 
was that French investors provided the chief 
source of capital for Sweden, and they had a 
marked preference for lending to governments 
rather than to private enterprises. Thus the 
justification given was that nationalization 
was necessary in order to supply the needed 
capital. Liquor production and distribution 


QO te Q 


| 
7 
| 
| 
{ 
| 


were brought under national cwnership as a 
means of encouraging temperance. 

Why the Socialist Party during its two 
decades of power has not gone farther in 
nationalization is subject to various explana- 
tions. One which is offered is that the Social- 
ists have recognized the practical difficulties 
which are involved in operating nationalized 
industries and do not want to assume responsi- 
bility to the voters for handling these thorny 
problems. They are sufficiently practical to 
recognize that it is one matter to clamor for 
nationalization when you are out of power; 
but it is quite another matter to assume re- 
sponsibility for the conduct of industry when 
you are in power. On this point a contrast 
with the policy of the Socialist Party of Brit- 
ain is suggested. The British Socialists were 
still pushing for nationalization when they 
were voted out of power recently, although 
their enthusiasm had been somewhat tem- 
pered. A possible explanation of this difference 
is that the British Socialists were in power 
only five years, whereas the Swedish Socialist 
Party has been in power for twenty years. 

A slightly different explanation is that the 
Socialist Party has not felt that it was well 
enough entrenched to carry through the 
Parliament a proposal for nationalization. It 
can muster a slight majority on run-of-the- 
mine questions, but if it raised a highly de- 
batable issue like nationalization of an impor- 
tant industry it would probably not be able 
to secure a majority. 

In any event the Socialist Party is not push- 
ing for nationalization. They have departed 
so far from that aim, indeed, that when in the 
last campaign the Liberal Party brought out 
and published the avowed aims of the Social- 
ists to nationalize the means of production, 
the Socialists resented it and described it as 
an unfair political trick because, as they said, 
“Everyone knows that we are not actually 
advocating this today.” At the same time the 
Socialists are unwilling to remove this prin- 
ciple from their creed. It thus becomes some- 
thing like certain articles in some religious 
creeds which are dutifully recited on Sundays 
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but are not intended to be taken seriously the 
rest of the week. 


Socialism by Controls 


Whatever the reasons, it seems that on the 
Continent the movement toward government 
ownership of industries has come to a stop, 
even in those countries where the Socialists 
are in control. If this is one’s concept of 
socialism he would be justified in concluding 
that the tide had definitely turned. But if by 
the term we mean the central control of the 
economy then Sweden has gone very far down 
the road and there is no immediate prospect 
of a change. The controls can be and are very 
far-reaching. 

The specific objectives of control include 
full employment, the avoiding of inflation, a 
substantial degree of equality of incomes, and 
the influencing of consumption in certain de- 
sired directions. This policy of influencing 
consumption varies from time to time in its 
detail; for example, at present there is some 
sentiment among the ruling groups to dis- 
courage the purchase of automobiles; to regu- 
late liquor consumption; to put more emphasis 
on housing, especially housing for the middle 
and lower classes and, even more specifically, 
to determine the type of housing; and to de- 
vote a larger proportion of the national in- 
come to hospitals, schools, roads, and other 
“public” services. 

The methods employed involve monetary 
and fiscal policies of the government and the 
central bank. But in addition to these general 
controls, there are specific price controls, espe- 
cially on the staple goods. For example, there 
are maximum prices prescribed for shoes of 
the middle range of quality, but no attempt at 
controls on the finer qualities. The government 
exercises considerable influence on wage levels, 
in this case working through the employers’ 
associations and the labor organizations. The 
control of the economy is also facilitated by 
the fact that a very large amount of the goods 
consumed are imported and thus the volume 
can be and is substantially influenced by im- 
port regulations and specific exchange quotas 
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and licenses. There is also an elaborate system 
of material allocation to different industries 
and specific producers. These allocations are 
important instruments for controlling the vol- 
ume of private investment and for directing 
it into lines approved by the government. 


Specific Controls versus the 
“Frame Economy” 


One can observe here the usual distinction 
between controls that are general in nature 
and designed to influence the aggregate vol- 
ume of production and consumption on the 
one side, and the more specific controls on the 
other. The program of investment control and 
the specific price controls fall in this latter 
group. The members of the Labor Party do 
not seem to regard this distinction as of great 
importance. The Liberals on the other hand 
would like to say that they favor general con- 
trols and that their ideal is a “frame economy” 
in which the government sets the stage and 
exerts a general influence on the whole price 
level and on the volume of employment, but 
in which the market forces are allowed con- 
siderable freedom in determining what and 
how much to produce, who is to do the pro- 
ducing and what prices shall prevail for spe- 
cific products. 

It is my impression that the Liberals are 
having difficulty in maintaining this line of 
distinction. One reason for this is that they 
do not feel free, for political reasons, to utilize 
the interest rate as a means of checking ex- 
cessive private investment. The interest rate 
has become a political issue. To the general 
public a high interest rate means high rents, 
and the people are very sensitive about hous- 
ing. Since the Liberals, therefore, recognize 
that they could not as a practical matter use 
this instrument, they have to fall back upon 
the control of investment by more direct 
means. But this means, not merely controlling 
the total volume of investment, but authoriz- 
ing or refusing to authorize particular invest- 
ments. This means that if a manufacturer 
wishes to expand his plant, he must get ap- 
proval of the government. and this, in turn, 


4 


means that it must give approval to some 
projects and withhold it from others, thus 
necessarily engaging in the detailed control 
which characterizes socialist programs. 

When this dilemma was pointed out, one 
member of the Liberal opposition suggested 
that they might give authorization for a cer- 
tain amount of investment in certain indus- 
tries as distinguished from particular com- 
panies. The suggestion then was that the in- 
dustry “as a group” could allocate the invest- 
ment permissions among the existing com- 
panies. In this conversation I remarked that if 
there is anything worse than a government de- 
ciding which companies should expand and 
which ones should not, it would be a decision 
on those points by the industry itself, for the 
industry is almost certainly going to allocate 
such expansion possibilities among the differ- 
ent companies on the basis of the share of the 
market which they already possess. Such a 
scheme would become, therefore, a device for 
freezing the status quo. 

From the point of view of a free enterprise 
philosophy one of the most serious objections 
to allocation of this kind, whether by govern- 
ment or by an industry group, is that it pre- 
serves existing companies in their positions 
and makes it difficult for newcomers or for 
small concerns to grow by progressive and 
imaginative management. The fact that this 
objection did not seem to carry much weight 
indicates, in Sweden as in Britain, an exces- 
sive regard for established ways and for the 
established positions of firms and individuals 
i.e. security in this narrow and worst sense of 
the term. That, in Sweden as in Britain, ap- 
pears to me to be the basic idea and appeal 
of socialism. 

The Real Issue 


The objection which I see to this kind of 
control is, therefore, not that it is a radical 
readjustment exercised in the interests of the 
working classes, but rather, that it is a re- 
actionary resistance to flexibility, to change, 
to that “perpetual. gale” which characterize 
a dynamic and progressive economy. A resist- 
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ance on its part to the rigors of competition 
and rapid change makes it not too difficult for 
the business community to make its peace 
with socialism so conceived. This perhaps ex- 
plains the fact that the banking and business 
community is continually consulted on nation- 
al policies and that the leaders of business 
have accepted the role of cooperating with the 
labor government. These groups would, of 
course, prefer to have their own political 
representatives run the show; but the basic 
issue in any society is between stability and 
security on the one side and progress, change, 
and competition on the other. On this issue 
the line between the owners and the workers 
is no longer sharp and clear either in Britain 
or in Sweden. 

But that is the real issue between socialism 
and free enterprise. The fact is that “business” 
at any moment consists of existing business 
firms just as “labor” consists of present work- 
ers holding particular jobs. They both consist 
of the “ins” and neither has much regard for 
the “outs.” Central control, and perhaps espe- 
cially democratic control, once established, 
will always show a strong bias for status as 
against opportunity, for security of invest- 
ments, of the market position of firms, of jobs 
of workers. One suspects it is this, rather than 
the class struggle pictured by Marx, that ex- 
plains the appeal of socialism in Western 
Europe. 

The Welfare State Ideal 


The third concept of socialism, namely, the 
welfare state ideal, is highly developed and ap- 
parently quite generally accepted. This aspect 
is represented by an elaborate pattern of 
socialized medicine, of hospital care, and of 
financial aid to the parents of young children. 
It is also represented by a highly developed 
system of old age and unemployment allow- 
ances, and by government aid through loans 
to housing projects. The general principle that 
the state must assume a considerable responsi- 
bility for the welfare of its citizens is accepted, 
but frequently there is a mixture of state in- 
fluence and private initiative. For example, 
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the medical program is partly worked out 
through aid to voluntary groups, somewhat 
like our Blue Cross groups, in which the state 
has increasingly contributed to the expenses. 
The shift of emphasis from old-fashioned 
state ownership to the newer techniques of 
economic controls points a lesson for Amer- 
icans, for if we are to proceed along the social- 
ist road, it is likely to be by these means 
rather than by government ownership. Further 
steps in that direction should not be accepted 
complacently. The program of socialism by 
means of nationalizing industries is perhaps 
comparable to the head-on attack of the line 
drive in football. It would be a mistake to 
get the fixed idea that that is the only way 
the opposing team can make a touchdown. 


The Cooperative Movement 


One of the things which Americans most 
commonly think of in connection with the 
economic system of Sweden is the consumer 
cooperative movement. The extent of this 
movement has been generally exaggerated in 
the American view. The movement has gone 
farthest in the wholesale and retail distribu- 
tion of food stuffs. It controls perhaps 20 per 
cent of this field. The proportion is much 
smaller in the distribution of other types of 
goods, and as to the economy of Sweden as a 
whole, probably less than 5 per cent is under 
the control of the cooperative associations. 

As to its relation to socialistic trends, the 
cooperative movement can be viewed in differ- 
ent ways. On the one side, the founders and 
the present-day active exponents of the co- 
operative movement are no doubt inspired by 
the ideals of mutual efforts and common 
“democratic” control, and in general can be 
classed as “left wing” in the sense that they 
go along with much of the ideology of the 
labor unions and, in particular, lay great em- 
phasis upon extension of social welfare activ- 
ities by the government. On the other hand, 
these leaders are strongly opposed to further 
nationalization and controls, particularly in 
the lines in which they are engaged. There- 
fore, politically we often find them supporting 
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the Liberals or the Conservatives in opposition 
to the Labor Party. Indeed some people say 
that they represent one of the very potent 
groups supporting the interests of property 
and business. 

The explanation of this paradox is not too 
difficult to find. The fact is that since the 
early thirties the cooperative associations have 
been quite successful. Most retailing, particu- 
larly in the food lines, prior to the develop- 
ment of the cooperatives was handled by 
small, independently owned concerns which 
were not even as efficient as concerns of that 
size might have been. There was, it is said, a 
tendency toward price agreements and inertia 
which made for high costs and poor service. 
Against this kind of competition the coopera- 
tives with their integration and fresh approach 
to the job of distribution made rapid progress. 
The local associations rather early united 
into nation wide groups in which large scale 
buying and the more scientific methods char- 
acteristic of the American chain stores became 
possible and were adopted. 

Moreover, in the fields of manufacturing 
and food processing, private industry had been 
largely monopolized. In these lines the central 
cooperative association set up some of its own 
units for this purpose and thus was able either 
to obtain the supplies from its own sources, or 
to force down the monopolistic prices of the 
other suppliers. By such means the coopera- 
tive organizations have indeed contributed to 
raising the effectiveness of distribution and 
they have prospered accordingly. 

A result of all this is that the K-F, that is, 
the central cooperative organization, has be- 
come “big business,” at least by Swedish 
standards. In the process it has developed its 
own bureaucracy in which the leaders and 
many of the members of the organization have 
a natural desire to preserve the institution 
and to preserve their freedom of action. In 
these desires they are no doubt to some ex- 
tent inspired (and believe that they are wholly 
inspired) by their conviction that they can 
best serve the community. They, therefore, re- 
gard any prospect of government ownership, 


or even control, with fully as much hostility 
as would be shown by any group of private 
owners—and for the same mixture of selfish 
and unselfish reasons. 

Cooperatives as Big Business 

Not only in their attitude toward govern- 

ment ownership or control but also in other 
respects, they are showing the characteristics 
and coming to face a number of the internal 
problems which big business everywhere con- 
fronts. Indeed when an organization becomes 
this large, and so highly organized, it is diffi- 
cult to distinguish between so-called privately 
owned concerns and cooperatively owned con- 
cerns. 
A tendency toward an independent position 
by management basically rests on the diffused 
“sovereignty” of the individual cooperators, 
and it is further encouraged in Sweden by the 
fact that consumers’ dividends have repre- 
sented a relatively small part of the earnings 
compared, for example, to those in Britain. 
The consequence is that considerable funds 
are available to management and can be used 
for expansion in various lines. Indeed, it is 
said by some in Sweden that these funds are 
coming to be a source of embarrassment to 
the top management. If this continues, we may 
see the expansion of the cooperative move- 
ment into fields in which the need is not so 
evident as it was in the early movement. 

In talking with some gentlemen in the co- 
operative organization, I suggested the close 
parallel between their situation and that of 
large business organizations in this country. 
They admitted that as far as administrative 
problems were concerned that was true, and 
they especially recognized that both types of 
organization faced the danger of the deaden- 
ing effect of bureaucracy. On the other hand, 
they maintained that there was an important 
difference in that they were subject to “demo- 
cratic control,” and explained that they meant 
by that term that the consumers ran their 
own organization—not literally but that the 
consumers elected those who did run them. 
I replied to this that in a real sense, con- 
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sumers in my country “elect” the people who 
are to perform these functions, and that the 
only difference was that we voted with our 
dollars and they voted with ballots. Moreover, 
it could be added that the prospect of the 
cooperators asserting an effective veto upon 
the actions of management, or still more, of 
turning out the existing management, was 
probably as slight as the prospect of a similar 
thing being done by the many small stock- 
holders of some of our large corporations. 

The fact seems to be that as long as a co- 
operative organization is small and the con- 
sumers can individually exercise considerable 
influence and perhaps perform a certain 
amount of the work themselves, there are 
some real differences between the cooperative 
and the chain store corporation, but when the 
organization becomes nationwide and as large 
as it is in Sweden, the differences flowing from 
the two types of organization come to be very 
slight indeed. The real differences will depend 
on the character and temperament of the 
managers, the relative emphasis on progress 
and security, the incentives for officers and 
employees, and the presence or absence of the 
spur of competition. 


The Monopoly Problem 


On the relation of the cooperatives to the 
question of monopoly or competition, the 
policy has been to use the cooperative organi- 
zation as a counter force or offset to private 
monopolies. In a sense, one can say that this 
is a policy of establishing competition with 
private concerns. It does so, however, by 
establishing an organization which in some 
products approaches a monopoly itself and 
holds the possibility of doing this in several 
lines. 

To the problem of monopoly, the Amer- 
icans, the British and the Swedes seem to 
favor three different answers. The American 
policy as expressed in our antitrust laws is 
to break up monopoly at least in business 
firms. The British are less favorably im- 
pressed by the merits of competition and take 
the position that monopolies are all right pro- 
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vided they are not used against the public 
interest. The British have the other answer of 
nationalization when it seems to them that 
competition is not feasible or desirable. The 
Swedish position encompasses both of these 
British approaches, but there is the additional 
one of establishing cooperative organizations 
which in the first place were designed to stim- 
ulate competition but which in time become 
monopolies themselves. In Sweden, as in 
Europe generally, there is little support for 
the American solution. There seems to be little 
desire or hope of creating active competition 
which will serve as the main regulator of the 
economic system. 


The Labor Movement 


The Swedish labor movement presents cer- 
tain sharp contrasts with that of the United 
States. The contrast emerged sharply in my 
first interview with a prominent labor leader 
of Sweden. I opened the interview by asking, 
“What is your policy as to wages?” He re- 
plied, “We have two policies; first, to raise 
wages as fast as possible, and second, to see 
that we do not raise them too fast.” When 
asked which of these policies they were work- 
ing on right now, he replied, “Chiefly the 
second, because we feel that the major prob- 
lem now is inflation.” This attitude of re- 
straint has not been conspicuous among 
American labor leaders. 

For this difference there are several reasons. 
The unions encompass practically all industrial 
and agricultural workers and a very large pro- 
portion of the “white collar” workers (who in 
Swedish terminology are called “employees” ). 
Moreover, this widespread coverage of the 
unions has existed for a long time—substan- 
tially for a half-century. Therefore, the sensa- 
tional and militant policies of the organizing 
period are less conspicuous. 

Moreover, the workers’ unions of Sweden 
are federated into one potent group known as 
the L.O. This is in contrast to our division of 
power at this level between the A.F.L. and the 
C.1.0. The “employees’” unions are likewise 
federated into the so-called T.C.O. which 
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works with reasonable harmony with the L.O. 
and thus the labor movement in Sweden is 
highly unified. This unification encourages the 
leaders to view policy questions from a 
broader point of view than when the unions 
are smaller and can hope to gain advantages 
for their own members at the expense of other 
worker groups. Indeed, when labor is so 
broadly conceived, it becomes apparent not 
only to economists, but, in Sweden at least, to 
the labor leaders, that the interest of “labor,” 
so-called, is almost synonymous with the in- 
terests of the whole economy, and that this 
interest is in the direction of higher produc- 
tivity, a sound currency, and sound inter- 
national economic policies. 

An example of the effect of the over-all 
national policy of the L.O. is in its reaction to 
a demand of certain unions for representation 
on the government boards directing industries 
in which their members were employed. The 
government rejected their demands and was 
supported by the L.O. on the ground that a 
representative of the workers would be put in 
an anomalous position between his comrades’ 
demands and the public interest. This does not 
mean that the L.O. has abandoned a “labor” 
point of view, but when they have to speak for 
all labor it becomes obvious that unreasonable 
demands of one group of workers will in the 
last analysis impinge upon all other workers. 

This relation of the demands of special 
occupational groups to the welfare of the 
whole is, of course, a basic fact of any inter- 
dependent society. It is present in the United 
States just as it is in Sweden; but the uni- 
versal and unified labor movement makes it 
more obvious, and forces the “over-all” view 
upon the leaders. 


The Employers’ Federation 


As labor is solidly organized, so also are the 
employers in the Federation of Employers’ 
Associations which includes most industrial 
employers. Although this federation (the 
S.A.F.) is not as inclusive as the L.O., it still 
provides a solid basis for nationwide negotia- 
tions. It has some ten thousand employer 


members who employ around 650,000 workers 
in industries. There are other employer groups 
such as the commercial employers association, 
agriculture employers, forest owners, and ship 
owners. In general, then, Sweden is much 
closer to a situation in which the employers of 
the whole country on the one hand can deal 
with the workers of the whole country on the 
other. 

The same moderate policy and tendency to 
view problems in their nation wide aspect 
which characterizes the labor leaders also 
characterizes the employer associations. The 
officers of the S.A.F. promptly informed me 
that theirs is not a fighting nor anti-labor 
organization. Both the labor groups and the 
employer groups employ competent economists 
who maintain a surprising degree of objec- 
tivity. 

As a result of these facts, and perhaps 
others that lie in the national psychology, the 
policies of labor are generally conservative. 
The attitude on wages and inflation has been 
mentioned. Generally it seems that the work- 
ers are not enthusiastic about nationalization, 
even though the announced policy of the 
political party with which they are generally 
allied favors it. They readily accept the im- 
portance of productivity and seem to be op- 
posed to “feather-bedding” tactics. Indeed, 
those with whom I talked were quite scornful 
of such tactics as they had heard about in the 
United States, and they asked me how I ex- 
plained them. One labor leader suggested that 
it arose from the fact that so many unions in 
the United States were of the craft type which 
he thought lent itself to restrictive tactics and 
jurisdictional disputes. Also, he implied that 
in his opinion, it was the result of immaturity 
of our labor movement. 

As a result of the working together of the 
employers’ associations and the labor unions, 
a general peace agreement was made in 1938, 
known as the Saltsjobaden Agreement. This 
agreement set up so called “enterprise coun- 
cils” in which both labor and management are 
represented and which have, among others, 
the objective of the improvement of produc- 
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tivity. There is also an elaborate system of 
mediation. The “labor truce” envisaged by 
that agreement has not been perfectly ob- 
served, for there was a strike of metal workers 
in 1945, and in 1948 the first work stoppage 
by white collar workers occurred. Neverthe- 
less, the cooperative effort seems to have con- 
tributed substantially to stabilization of 
worker-employer relations in the country. 

This general pattern of centralized repre- 
sentation of owners and workers meets with 
some resistance, especially on the labor side. 
But the L.O. seems to be increasing its power 
over the individual unions, and, therefore, the 
characteristic policies mentioned above will 
probably be continued and perhaps extended 
in the foreseeable future. 

Rigidity of the System 

While this seems to present a rosy picture 
of labor conditions in Sweden, there are bad 
features which appear to be more fundamental 
though less obvious than those inherent in our 
less organized and disciplined labor movement 
in the United States. The pattern of labor 
relations existing in Sweden creates a high 
degree of rigidity which tends to impair in- 
centives and to prevent the working of free 
market forces. For one thing there is a high 
degree of uniformity in wages among workers 
of different levels. The skilled worker in 
Sweden receives very little more than the un- 
skilled worker. Consequently, there is relative- 
ly little direct economic incentive to try to 
raise oneself to a higher level. The same ten- 
dency toward uniformity shows itself in the 
relative wages of men and women. It also 
shows itself as between the wages paid in dif- 
ferent parts of the country. One who believes 
in the beneficent effects of market forces in 
providing incentives, in adjusting the supply 
of labor to the demand for it and in bringing 
about the best allocation of labor and other 
resources between different parts of the coun- 
try will be concerned about this leveling effect. 

One indirect effect is that when the free 
market forces are not allowed to work on 
wages, it becomes necessary for the govern- 
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ment to intervene in still other respects. An 
example is in the effect of uniform wage rates 
throughout the country. The north country of 
Sweden is limited in industrial resources; it is 
not well located as to markets; and in other 
ways has disadvantages as an industrial area. 
In these respects the north of Sweden is some- 
what similar to our South. In these circum- 
stances, natural forces would presumably pro- 
duce lower wages in the north than in the 
central part of Sweden: these would tend to 
offset the natural disadvantages to enterprise 
in that area and would also induce the work- 
ers of the north country to move to the other 
areas. When, however, it is provided by the 
national wage agreements and by government 
influence that the wages are to be the same 
in all parts of the country, there is a chronic 
tendency to unemployment in the north. To 
overcome this, the government has felt com- 
pelled to develop the industry in the north 
country, and it has established a steel plant 


‘there which is to be operated regardless of the 


cost and profit test. This is the most important 
(and one of the very few) examples of nation- 
alization in recent years, and it is interesting 
to observe that it has been induced by this 
basic policy of a labor movement which on 
some other grounds appears attractive. 

The “Middle Way”? 

Sweden has often been described in the 
United States as “the middle way.” To some 
this seems to imply a presumption that it is 
also a good way, thus reflecting the modern 
preference for compromise. The thought seems 
to be that since such vigorous claims are made 
for. the merits of free enterprise and equally 
for the merits of planning, then the truth must 
lie somewhere between these two. This is not 
necessarily true, for it is quite possible that 
either free enterprise on the one side or 
thorough planning of the totalitarian sort on 
the other might be more effective than a 
middle ground which is neither fish nor fowl. 

Nevertheless, in another way the term has 
some merit, for it is true that the Swedes are 
not given to extremes. In the first place, al- 
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though the country is commonly known as 
socialist, the people appear on many grounds 
to be most conservative. The general outlook 
of the country is middle-class rather than 
proletarian. The class struggle and class con- 
sciousness are at a low level. Good social rela- 
tions exist between the leaders of labor and 
business and they work together amicably on 
matters of national policy. In the second 
place, as has been mentioned, the Socialist 
Party though committed in principle to 
nationalization is not pushing that policy in 
practice. Third, there is the conservative 
policy as to wages on the part of the central 
labor organization. In the fourth place, the 
attitude of the cooperatives can generally be 


' described as left wing as to the welfare 


activities of the state and in some other re- 
spects, but when it comes to questions of 
nationalization or extension of control over 
industries they react very much as private 
businesses do. Sweden is thus a country of 
paradoxes, or perhaps it would be better to 
say a country of compromises. 


Why the Decline of Free 
Enterprise? 

Judging from the basic mentality of the 
people, an American cannot help feeling that 
they should be good supporters of capitalism. 
Why are they not? I think the implication of 
this question is fair, for though many of the 
forms of capitalism persist, the people seem 


to have lost faith in the forces of a free mar-. 


ket. Why is this? My necessarily brief answer 
is that capitalism in the Scandinavian coun- 
tries as well as in other parts of Europe has 
not reached the high state of development to 
which it has risen in the United States and 
which would give a better basis for popular 
support. In the first place, it is not competi- 
tive. In the second place, mass production has 
not been highly developed. The development 


of capitalism, in other words, has been ar- 
rested, and it apparently is more likely to be 
abandoned for some form of socialism when 


- it has been thus arrested than when it has 


reached its highest development. This, of 
course, is quite contrary to the Marxian idea 
that socialism would emerge from the culmina- 
tion of capitalism and as its natural successor. 

The highest development of capitalism in- 
cluding competition and mass production has 
the effect of equalizing real incomes and espe- 
cially raising the incomes of the working 
classes. An arrested state of capitalism will 
not in itself provide these results. Conse- 
quently, there is an ever present tendency to 
substitute the force of government controls 
for the natural workings of the economic 
system. 

There are a number of reasons, into which 
we cannot go, for this arresting of the progress 
of capitalism. An obvious one, however, is 
that national markets are small, and the ob- 
stacles to trade across the national lines are 
serious. Consequently the size of industries 
must be adapted to the posibilities of sale in 
the national market and this dictates a size 
that is less than would be desirable for the 
highest state of efficiency. Moreover, if in a 
small country even fairly large-scale enter- 
prises developed in various industries, there 
would be so few of them that effective compe- 
tition could be easily avoided. All this sug- 
gests the fundamental importance of breaking 
down international barriers within Europe it- 
self. If this could be done, there would be a 
market comparable in size to our own and this 
would remove at least the economic obstacle 
to more effective competition and to effective 
division of labor within that area. This in 
turn should produce a volume of products and 
a degree of opportunity which would make 
socialism less attractive. 
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Business leaders recognize the importance 
| of education to business and the nation. 


America’s Business Managers 
Look at American Education 


AST summer in these pages, John L. Mc- 
Caffrey, President of the International 
Harvester Company, told a heartwarming and 
vastly encouraging story of the community 
forum meetings which his Company has been 
sponsoring during the past few years. He said 
in part: “(Our Company) tries to conduct its 
business with a sense of responsibility toward 
those groups which have an interest in our 
success: our customers, our employees, and 
our stockholders. But there is a fourth group 
whose interest is closely allied with ours and 
whose prosperity is dependent upon ours. 
“This group is the people of the communi- 
ties where we operate our business . . . We 
know that our success as a business in these 
communities depends in a large measure upon 
the progress these communities make.” * 
Whatever may have been the attitude of 
so-called Big Business in the past, more and 
more of today’s farsighted executives are indi- 
cating their conviction that as managers they 
cannot concentrate solely on their own cor- 
poration’s affairs, that increasingly for its own 
sake, as well as the community’s, the corpora- 
tion must give thought to its responsibility 
toward the well-being of all of society. As a 
result, 1952’s free enterpriser is taking an 
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ever more active part individually and through 
voluntary associations in the life of his com- 
munity and of the nation. He and his corpora- 
tion are putting large shares of thcir time, 
energy and money in community projects be- 
cause they consider these activities not only 


of immediate benefit, but good, long-range 


investments as well. For even though the busi- 
nessman acting as a good individual citizen 
would adopt certain courses of action for the 
public good, he is forced, when acting as a 
businessman, to find good business reasons 
which will justify his activity to his stock- 
holders. 


Schools Have a Top Priority 


Certainly, if we accept the philosophy that 
the corpcration has a responsibility to the 
community, then our schools and colleges must 
have a top priority. And if we must view this 
as businessmen, rather than as parents or as 
responsible citizens, then I submit that our 
educational institutions, properly supported, 
have a dividend-paying potential which is be- 
yond calculation. 

Many businessmen, having recognized the 
implications of this fact, are not only devoting 
their support to those institutions of higher 
education which provide their industries with 
the trained personnel required to run today’s 
complex technology, but are extending their 
general interest and concern right down to 
the elementary classroom. 


Let me document this with references to 
what some businessmen, whose thinking is al- 
ready venturing deep into this uncharted area, 
are saying: 

Item: Referring to the role of education, 
and specifically of our colleges, in the develop- 
ment of America, Alfred P. Sloan, Jr., Chair- 
man of the Board of General Motors, wrote in 
Collier’s, June 2, 1951: “After all, what 
raised us to our present world economic pre- 
dominance? And what will continue to keep 
us on top and insure our security? Nothing 
more or less than our mastery of science and 
invention and our ability to put the produc- 
tivity of our know-how on the industrial 
assembly line.” 

Mr. Sloan does not stop there. “Even if 
they are not directly related to the field of 
production, (I feel strongly that a) second 
area of fundamental knowledge (—the social 
sciences and humanities—) will have a far 
more significant bearing in shaping the pattern 
of our future society than in the past. 

“Our colleges . . . need new and modern 
facilities, more working capital and more 
revenue .. . if they are to maintain their posi- 
tion and discharge their obligation as a potent 
and aggressive force in our society.” 

Item: Following a survey undertaken by 
its own Educational Advisory Committee to- 
gether with a newly-formed Educational Ad- 
visory Council, made up of leading public and 
private school educators, the National Associa- 
tion of Manufacturers recently appealed to its 
17,000 members “‘to support the whole educa- 
tional program effectively, regularly and now.” 
Besides proposing that each company set aside 
a certain proportion of its earnings for grants 
in aid, scholarships and endowments of schools 
and colleges, the N.A.M. is urging them to 
join the effort to provide adequate support of 
the public schools and to arouse other busi- 
nessmen to do their part. 

Item: Irving Olds, Chairman of the Board 
of the United States Steel Corporation, speak- 
ing at Yale’s 250th anniversary celebration 
last fall, stated that unless a business recog- 
nizes and meets its obligation to support the 
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free, independent, privately-endowed colleges 
and universities of this country to the limit of 
its financial and legal authority, “I do not be- 
lieve it is properly protecting the long-range 
interests of its stockholders, its employees and 
its customers. 

“Every well-managed corporation, of course, 
must preserve, improve and develop the major 
sources of its raw materials,” he said, “but 
if it is necessary for us to spend millions of 
dollars to beneficiate the ore which goes into 
our blast furnaces and to process the coal 
which goes into our coke ovens—then why is 
it not equally our business to develop and 
improve the quality of the greatest natural 
resource of all—the human mind?” 

Item: For the last three years The Adver- 
tising Council—the public service task force 
of U.S. Business—has sponsored programs 
in all media—radio, television, newspapers, 
magazines, billboards and car cards—aimed at 
encouraging the interest of citizens throughout 
the country in organizing to improve the 
schools in their local communities. 

Item: Frank W. Abrams, Chairman of 
Standard Oil Company of New Jersey, has 
taken an outstanding lead in the fight for in- 
creased attention to public education. “In 
many distant (lands,) . . . sheer self-interest,” 
he has said, “has led us, a private business, 
into educational activities as essential opera- 
tions. In this way we are constantly reminded 
that public education is good business . : . 
The greatest investment this country ever 
made is its investment in its public school 
program. 

“The intelligence and initiative of people 
is a tremendous ‘natural resource’ of any na- 
tion. All other resources are meaningless with- 
out it. Our position in the world today is not 
primarily a result of our other natural re- 
sources . . . but of the ability which we as 
a people have developed. In this development, 
our educational system has been a vital factor. 
"Tf we let our educational system decay, 
we will gravely injure the foundation of our 
greatness as a nation. By the same token, if 
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we develop our educational system—expand- 
ing it and making it stronger—we will be 
cultivating the greatest of our natural re- 
sources, the people of America.” 

Item: Mr. Abrams’ fellow directors have 
been doing the same kind of thinking and 
active pioneering. Last year the Standard Oil 
(New Jersey) Board adopted this statement 
and brought it to the attention of its em- 
ployees: 

“The importance of our public school sys- 
tem to the growth, prosperity, peace and 
security of our country can scarcely be over- 
estimated at any time. Its significance is never 


more apparent than in times of emergency. At . 


times like these the relationship between free- 
dom and a literate and educated population 
is thrown into clear focus. 

“American business enterprise is aware of 
its great debt to the public school system of 
this country, because that system is essential 
to the survival and growth of business. 

“The right and duty of the individual to 
support our public school system is clear. One 
such duty is, of course, that of paying taxes. 


But it seems to us clear that the obligation. 


of each of us as an individual runs beyond 
mere payment of taxes. 

“Over the years many Jersey Standard em- 
ployees have participated actively in their 
local school programs. The company would 
like to see more of its people take an active 
interest in the problems and opportunities fac- 
ing the public schools in their own communi- 
ties. Obviously, the conditions affecting the 
individual’s ability to participate in school ac- 
tivities will vary, but our company encourages 
its employees, as good American citizens, to 
undertake this important work.” 

To this, Mr. Abrams adds that in practice 
“where circumstances warrant, and in line 
with company policy and other fields of citi- 
zenship responsibility, company time may be 
allowed for such activities.” 

These are the voices and actions of men 
who clearly believe in the basic role of educa- 
tion in the development of our nationai eco- 
nomic, political, and social strength. 
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Business Support for Education 


Can the expense of the time and money put 
into the support of education by a company 
and its executives be defended to its stock- 
holders? 

In the past, some businessmen have balked 
at the high cost of public education, whether 
caused by brick and mortar improvements or 
increases in teachers’ salaries, because both 
have an immediately unhappy effect on the 
local tax rate. But today more and more are 
coming to think of these taxes as a capital 
expenditure, a re-investment of earnings in the 
community from which must come its in- 
creased markets, increased production, and 
increased sales. 

It is almost an axiom that the standard of 
living runs in direct ratio with the level of 
education. In a very effective study prepared 
a few years ago, the Committee on Education 


.of the United States Chamber of Commerce 


backed this up with fifty-five pages of statisti- 
cal material showing the close relationship be- 
tween the economic status and educational 
level of the people in various cities, states and 
regions of our country. 

In a separate report prepared for the 
Chamber, Dr. Harold F. Clark, in charge of 
educational economics at Columbia, set down, 
side by side, some examples of high and low 
income countries and analyzed what made 
them so. His answer: High education and 
technical knowledge. Said Dr. Clark in con- 
clusion: “The only sure way to raise the level 
of living of any country is to find more effi- 
cient ways of producing goods and services. 
This means more and more technical training 
and more general education for all . . . The 
country that is really daring in its use of 
research, and greatly increases its provisions 
for education, will rapidly increase its level 
of income.” 

Recently the superintendent of schools in 
one of our principal cities asked me if I 
thought there was any basis in the report 
being circulated in his city that no big cor- 
poration would consider locating a plant there 


if school taxes were raised. At the time, his 
city’s school facilities and services ranked 
among the lowest for communities of its size. 


Schools and Local Taxes 


I put his question to some of my business 
friends. Here are some of the answers I re- 
ceived: 

From Paul Garrett, Vice President of Gen- 
eral Motors: “(We are) acutely conscious of 
the important role that good school facilities 
play in making the difference between a more 
and less desirable plant location. After all, our 
future employees will for the most part be 
products of those schools. Further, it is (com- 
pany) policy . . . to encourage our local execu- 
tives to interest themselves actively in the 
affairs of their community. . . . In a number 
of cases (they) have consulted with local 
school authorities, at their request, on such 
problems as construction, purchasing, business 
management and financing. In some cases, 
where the raising of educational funds was 
demonstrably essential, our people, as indi- 
vidual and conscientious citizens . . . , have 
actively supported programs to increase school 
revenues.” 

From Clarence Francis, Chairman of Gen- 
eral Foods’ Board, expressing an instinctive 
personal opinion: “I think that our prime 
interest would be first in the quality of the 
instruction, and secondly, in the cost.” 

He queried some of his top managers, and 
received these answers from two of them: 

“At whatever cost, (my) inclination would 
be to select a plant site where good schools 
would make the employe relations problem 
easier. (I feel the) salary scale of teachers is a 
national shame and that few cities are assess- 
ing plant investment at their real values.” 

“In selecting a site the efficiency and in- 
tegrity of local government would be con- 
sidered carefully and good schools would be 
an important part of the reflection of its man- 
agement. An equitable school tax, assuring 
good educational standards, would be accept- 
able to any right-thinking corporation.” 

From William Werner, Procter and 
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Gamble’s Public Relations Division Manager: 


““(When) we locate a new plant .. . , we look 
upon the people of that city as our neighbors 
and we want to know what kind of a neighbor- 
hood we will be moving into. 

“I should say that any city that runs its 
school affairs in a clean and efficient manner 
should feel that adequate payment of person- 
nel to do this represents a very important in- 
gredient in building up the character of the 
city and its people—an ingredient which 
should not be neglected or in any way con- 
sidered of secondary importance.” 

These men, then, put the emphasis on the 
results secured from the local taxes rather 
than on the rate of the taxes—results which 
the community is getting in the way of good 
schools, stable population and a stimulating 
environment. These are the things from which 
dividends will flow to the community and to 
its tax-paying corporations in future years. 


Support Businesslike School 
Administration 

Recently the Lockheed Aircraft Corpora- 
tion, the largest industrial operation in Bur- 
bank, California, strongly supported a pro- 
gram to raise Burbank’s school taxes. Ex- 
plained a company spokesman: “We have for 
many years taken an active interest in the 
Burbank school program. We have worked for 
a fine school system, but at the same time 
have resisted efforts to make it a lavish school 
system. We have constantly urged that school 
administration be on a sound, businesslike 
basis. 

“Our support of the school election in ques- 
tion was possible only after eight months of 
detailed discussion with the school officials, 
the PTA and the Chamber of Commerce. If 
(we) had influence in the community, we 
believe it was largely due to the fact that the 
public knew we had made a careful investiga- 
tion of the school needs and had found that 
the school’s request could be justified.” 

When our nation’s public schools opened 
their doors last September, 26,907,000 chil- 
dren rushed to find their seats. For some of 
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them there were no seats, because in just one 
year the total enrollments of our public 
schools had increased by some 830,000. Last 
year was a record-breaking year for school 
construction. But the enrollments shattered 
records, too, along with the hopes of countless 
communities that they had finally caught up 
with the expanding school population. 

Next year there will be 1,422,000 more 
pupils in our public elementary and secondary 
schools than there are today. The year after 
that, in the fall of 1953, there will be 
3,575,000 brand new pupils, boys and girls 
who have just turned six years old. This will 
mean a net addition in that year of 1,281,000. 
And there is no decline in sight. In 1957 the 
bumper crop of babies born last year—all 
3,900,000 of them—will be ready for school. 
These children are our principal asset as a 


nation. Will they get the quality of education 
they should have? 

As members of local boards of education or 
of citizen groups working to improve their 
schools, or as college trustees, American busi- 
nessmen are playing an important role in de- 
ciding the future of American education. As 
responsible citizens and as farsighted corpor- 
ate managers they are subscribing to the thesis 
that “the problems of our schools are the con- 
cern of all of us and that it is time for all 
of us to do something about them.” 

As Standard Oil’s Chairman, Frank Abrams, 
says, “We can give not only our money... , 
but ourselves. . . . Let us take part in educa- 
tional affairs both in our home communities 
and at the national level. Let us urge our 
associates to do the same (for this work) de- 
serves the best in all of us.” 


BUSINESS BRIEFS 


COOPERATIVE INVESTMENT 


According to the Wall Street Journal, at 
the start of October, 1951, over one hundred 
of the biggest mutual investment funds had 
net assets of $3,045 million. That represented 
a gain of 11% in three months, 30% in a 
year, and 170% since the same date in 1945. 
Thirty of these funds were not even in exis- 
tence six years ago. The number of fund share- 
holders has grown in a decade from about 
300,000 to more than a million. 

Sponsors of the funds estimate that at least 
2,500 of the 2,700 member firms of the Na- 
tional Association of Securities Dealers now 
push fund shares. This means a minimum of 
10,000 salesmen on the phone and pounding 
the pavements. 

Direct mail campaigns in forty states and 
fifteen foreign countries, coupled with such 
seemingly incongruous promotional devices for 
this field as gift memorandum books, exhibits 
at fairs and conventions, and puppet shows 
have apparently proved successful in the effort 
to reach the medium income groups. 


1952 


WHAT IS SMALL BUSINESS? 


Special programs favoring small business 
and recent legislative discussions and actions 
have required an answer to the question, 
“What is a small business?” It is certain that 
any single standard of size is an error, for 
what is “small” in one industry may be “big” 
in another. 

A two-year study based on the 1947 Census 
of Manufactures has recently been reported 
in Size Classification of Manufacturers. The 
tabulation of 452 manufacturing industries 
enables a manufacturer to tell instantly 
whether his establishment is within the small 
business class. 

The presentation of these findings provides 

an alphabetical arrangement of industries with 
code classification and number of employees 
for determining which manufacturers are 
small. 
Size Classification of Manufacturers (BIS) 
November, 1951, can be obtained for ten cents 
at any local Department of Commerce field 
office. 
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Michigan Business Indicators 


MILLIONS OF DOLLARS 


MICHIGAN BANK DEBITS 
12 CITIES — LOWER PENINSULA 
(ADJUSTED FOR SEASONAL VARIATION 


BANK DEBITS—THE MOST INCLUSIVE MEASURE OF BUSINESS ACTIVITY —Following a 
weak fourth quarter, bank debits again pass five billion but remain well below the level of the 


preceding January. 


MILLIONS OF DOLLARS 
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MICHIGAN BANK DEBITS 
12 CITIES — UPPER PENINSULA 
(ADJUSTED FOR SEASONAL VARIATION } 


UPPER PENINSULA BANK DEBITS—No significant change is evident in the level of activity in 


the Upper Peninsula. 
16 
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ELECTRIC POWER CONSUMPTION 
C INDUSTRIAL) 
1945 1946 1947 1946 i 1949 1960 1961 1982 


POWER CONSUMPTION-—Although slightly below the level of a year ago power consumption 
was well maintained.: 


MICHIGAN EMPLOYMENT 


( NON-AGRICULTURAL } i 
ol_ | 
1945 1946 1947 1948 1969 1960 1951 1952 


EMPLOYMENT-—The downward drift of employment continued and may extend well into the 
next quarter. 
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| A prominent industrialist discusses some key aspects 


of the industrial mobilization program. 


The Need for Great Decisions 


N World War II it was said that the auto- 
motive industry was responsible for pro- 
ducing 25 per cent of all the war products 
made of metal—the “hardware” that went 
into the war. That included among other im- 
plements of war: shells and fuses; airplanes 


and tanks; engines—all types, more than four 


million of them; guns and firearms, nearly 
six million, scores of items counted in the 
thousands and the millions, to an aggregate 
value of nearly thirty billions of dollars. What 
was accomplished was a team achievement by 
business, that all the world remembers and 
respects. 

The auto industry remembers it; how it was 
done; the problems that loomed so big were 
all handled by going to work on them in a 
practical businesslike way. 

Because we remember, we know that we 
can do it again, and we will do it again if it 
has to be done. 

We have every reason to look at the future 
with a tremendous amount of confidence. We 
can look straight through the preparatory 
problems now with the most complete confi- 
dence that if this gets again to be an all-out 
struggle, with survival and victory at stake, 
we of this industry, in Detroit, in Michigan, 
and in all the other places where this auto- 
motive team operates, have what it takes to 
deliver what the fighting men will need. 
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Short of a global war, we know that even 
now, despite confusion and mistakes, the 
tough job of getting the country’s standby 
defense plant organized is coming along and 
the initial production of new weapons to be 
added to those that have been in production 
for the Korean war, is being broken through. 

The rate of progress may not make satis- 
factory headlines nor are we altogether happy 
with the conditions under which it is being 
done. The job involves all the standard diffi- 
culties and some extra ones, but I have not 
heard of a single experienced company in the 
automotive business that isn’t pushing this 
thing ahead, bucking all the obstacles. 

I cannot help but feel, too, that the sound 
underlying progress is just as well known on 
the other side of the ocean as it is to us. The 
men over there who are responsible for this 
country being involved in the current broad- 
ened defense effort, already have sound cause 
to be gloomy, and they must know it. 

Just the same, there is not a thing in the 
present situation to be complacent about. 
There is not a man in the industry who can- 
not sound off about one or more particular 
bottlenecks, and the reasons for them. 


Curtailment of Civilian 
Production 
Now, with all the tool-up and preparation 
that is to be accomplished, the Government 
says we must enter a period of increased hard- 


ship. The Government says it is necessary 
and unavoidable. 
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After progressive cuts in automotive output 
totaling 40 per cent, the agencies in power 
have decreed still further curtailment. This 
will concentrate more unemployment here in 
what is known as “The Arsenal of Democracy,” 
and specifically in the industry that will be 
looked to again, in time of need, for some- 
thing like a quarter of the military “hard- 
ware,” not only for our country’s military 
forces, but perhaps for all others that align 
themselves to defend a free world. 

Some of us have argued, as strongly as we 
could, that this further slash of automotive 
civilian activity is not necessary, coming as it 
does so far ahead of dates for volume delivery 
of most military items. We doubt that the 
further curtailment in our industry will pro- 
duce a single extra gun, or add one tank, or 
one fighting plane. 

We question the necessity of the personal 
sacrifice this action imposes on many thou- 
sands of wage earners; and the dislocation it 
will bring to thousands of business establish- 
ments which participate in one way or an- 
other in our industry. 

If this dislocation occurs, it means that the 
country will be experiencing a setback com- 
parable in its economic consequences to a 
military reverse at the hands of an enemy. 
This is why we believe that getting our view- 
point and our evidence out in public before 
the people in authority is the right and the 
patriotic thing to do in such a situation, and 
we have done this to the best of our ability. 

I believe, too, that most Washington offi- 
cials who have this job to guide—and the 
American people generally—do look at it the 
same way. 

That what I say is true is, perhaps, indi- 
cated by the recent visit here of an official 
group, trying to see what new defense work 
the military agencies can bring to this area. 
We are certainly going to cooperate all the 
way in that excellent effort, even though we 
know from practical experience that make- 
ready time cannot be waved away, and that a 
gap in activity for many months ahead is now 
not avoidable, except through reconsideration 
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and permitting higher levels of civilian pro- 
duction. 

Whatever is accomplished with new defense 
work does not change the facts as to material 
availability now. 


Allocation of Strategic 
Materials 

None of us can or wants to deny that there 
are shortages in some of the strategic mate- 
rials. That is not what we are talking about. 
We are going all out to help overcome these. 
What we are concerned with are things like 
these: Within recent weeks we have seen one 
shortage disappear. It floated right out the 
window once the figures on Government re- 
ports were disentangled and read clearly. But 
that did not take place until the mills which 
produce chrome stainless steel strip reported 
they were having to curtail operations unless 
more orders came in. These mills could not 
produce the particular types of stainless steel 
the military needed, and their operation did 
not affect the supply for the Armed Services. 
Under the impending plans in Washington 
they would have been totally shut down. Now, 
however, the N.P.A. has removed chrome 
stainless steel from its Controlled Materials 
Plan. 

Lately, Washington has seemed to concede 
that the supply of steel in general is adequate 
for demand in its present cut back state, but 
officials still appear reluctant to believe that 
a good many mills are looking for customers 
to take tonnage off their hands in the coming 
months, and that these mills have not yet 
found Government-approved orders to absorb 
their output of the types that our industry 
uses in the time preceding the expected build- 
up of military items. 

On the reverse side of this steel supply pic- 
ture is the fact that at the present level of 
activity, our industry already has released 
something like five million tons of steel a year 
for assignment elsewhere by Government, and 
that’s a lot of steel. 

I doubt that many, if any, industries in the 
country can record as big a sacrifice and as 
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comparable a contribution of material to the 
national program. At the current production 
rate we estimate we are making available 
from this industry, between curtailment and 
voluntary conservation measures not only 
those five million tons of steel, but nearly 90 
million pounds of stainless steel, over 48 mil- 
lion pounds of aluminum, and 167 million 
pounds of copper, along with corresponding 
quantities of tin, lead, and other critical 
metals. 

But, if in the light of these facts as we see 
them and present them to the Government, 
the decision for a further production cut still 
stands, it is clear that our course is to co- 
operate, and to push on for the long-term 
objective of national strength, even though we 
regard the decision as unwise, unnecessary, 
and probably futile. 

In doing so, it seems to me that we have to 
understand and make clear our understanding 
of what is happening to the economic life of 
the country in the present emergency. We 
have to realize and try to get others to realize 
that this is one element of the price that is 
being paid because our country did not keep, 
or create, an adequate defense reserve, either 
in weapons or in capacity to produce them. 

Let me make one thing unmistakably clear: 
No responsible person in the automotive in- 
dustry ever has proposed that one pound of 
copper be taken away from a single war pro- 
duction line that is in operation, and no one 
has proposed that the re-arming of the country 
be delayed a single day. 


Defense-Supporting Industries 


On the other hand we find that the present 
need to take materials away from automotive 
plants turns not purely on military demand, 
but on giving allotments of copper, aluminum, 
and steel to civilian groups now designated as 
Defense-Supporting Industries. 

We have no doubt that these industries do 
support defense. But they are not alone in 
this. For example: Certainly the task per- 
formed by a truck when it backs a load up to 
the receiving dock of a defense plant, and by 
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the highway over which that truck travels, 
along with the automobiles that carry defense 
workers to and from their jobs, is clear-cut 
defense-supporting activity. 

But trucks and automobiles and highways 
are not found on the list of items classified as 
“defense-supporting.” They are excluded from 
the list of those industries now entitled to get 
as much or more materials than they con- 
sumed when operating normally. 

The experience of World War II amply 
indicated the tremendous importance of high- 
ways, trucks and automobiles. 

William F. Jeffers, who directed the syn- 
thetic rubber program in Washington in 
World War II, summed it up in these words: 
“This country cannot be taken off rubber and 
avoid a collapse. It is a military necessity to 
keep the country’s transportation system 
alive.” 

How did this exclusion of the whole auto- 
motive and highway transport group come 
about? 

It was not a decision of the public. It was 
not directly by act of the people’s representa- 
tives in Congress. 

It came about because under a declared 
National emergency, and the belief that the 
economy had to be controlled for the defense 
effort, a lot of decisions had to be made. 


Problems of the Controllers 


Controlling the economy meant big decisions 
would have to be made by a few men in 
Washington. To make these decisions it was 
necessary to bring together a lot of people 
to gather information, analyze it, decide what 
it meant, and then to act on it. 

Economists, lawyers, statisticians, analysts, 
administrators, and businessmen-away-from- 
their-own-businesses, have had to do the best 
they could with the help of calculating ma- 
chines, and all the statistics that could be 
piled up. When that kind of thing happens, 
it seems that no matter how many the ques- 
tionnaires or how detailed they are, there 
never is enough information to shed all the 
light needed on points to be settled. Nor is 
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there any wisdom available in the best brains 
you can find that is comparable to the wisdom 
of the free market. 

Still decisions have to be made. 

One of the first was to sort out what was 
considered important in the country’s activity 
and what was not—what industrial groups 
should be built up, and those that could be 
squeezed down. 

When it came to examining transportation, 
the fact that this country had voluntarily 
organized itself into a tremendously increased 
dependence on road transport was apparently 
taken to mean that Americans had enough or 
too much of that every-day commodity. 

An increase in number of trucks, from less 
than 5 million at V-J day, to more than 9 
million in 1951, apparently did not signify to 
planning minds an important continuing trend. 
It was merely seen as an abundance—enough 
if not in fact too much. The same with passen- 
ger cars, even though 40 per cent of those in 
use are still overage, pre-war models; and 
people, in war as in peace, need cars to get 
to work and perform the regular chores of 
living. 


Under the same line of reasoning, our high-, 


way plant, already falling further and further 
behind the needs of commerce and the people 
each year, did not get identified as defense- 
supporting. Congestion, loss of time in high- 
way movement, increased accident risk, were 
not given weight as the threats we know they 
are to efficient commerce and defense deliv- 
eries. 

Instead, intensive aid was awarded to other 
forms of transport and other industries. 

That was only one of the areas of decision. 

Another had to do with inflation. Instead 
of an attack at the roots of the problem, it 
was decided to relieve the symptoms with 
ceilings on the prices people would pay for 
most of the things they buy. Tremendous 
books of regulations grew up, and it finally 
took amendments to the Defense Act in 
Congress to bring about a partial correction 
of one or two of the more serious problems 
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considerable study. 


that these price control rules had created. Still 
we do not see inflation halted. 


Machine Tools — the “Slowest 
Boat” 


Somewhere along the line important de- 
cisions were missed, among them one that is 
being seriously felt today in equipping defense 
plants. 

The first of all defense requirements, tools 
to produce things, did not get the urgent at- 
tention that they should have had. They did 
receive a price control regulation that was to 
block sub-contracting for many months, but 
not the actions that would speed production. 

It was a little surprising to read the other 
day in a publication which is printed at the 
Government printing office, under the title of 
Defense Production Record, a report on a 
meeting which contained these words: 

“Lack of understanding on the part of plan- 
ners in Washington of the urgency of machine 
tools until about six or eight months after 
Korea was considered by one NPA official as 
the biggest contributing factor to the problem. 

“Another official, however, agreeing that 
the Government could have acted more 
promptly, reminded the editors that ‘the min- 
ute someone fires a gun you don’t immediately 
get on the telephone and call up every machine 
plant in the United States and say, “I want a 
lot of your machine tools”.’ 

“ Instead,’ he said, ‘you have to find out 
what you're going to build and this requires 

This proposition reverses in a very few 
words all the Government programs for pool 
orders of standard machines, and all the re- 
ports of past experience which called for 
instant action to cover just the eventuality 
described. 

At another point in the same report it was 

“Although the machine tool picture is 
brightening, the officials said, the machine tool 
industry still remains ‘the slowest boat in the 
mobilization convoy,’ and the convoy can 
move only as fast as the slowest boat.” 
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Cutting the Pie 


Now take the matter of critical materials. 
These had to be identified by measuring the 
supply and weighing it against estimates of 
demand. When it came to enlarging the sup- 
ply, the possibility of doing this from sources 
abroad evidently had to be weighed against 
the decision to hold prices below world levels. 
Once the degree of shortage that would be 
accepted was decided on, the materials had to 
be divided among the military agencies and 
industries of the country. 

Before the decision on dividing the mate- 
rials was completed, it was deemed necessary 
in the case of the automobile industry, to 
settle how many cars each manufacturer 
would be allowed to offer the public. That de- 
cision has been made twice already, and as 
far as is known, no one was satisfied with 
either the first decision or the second. 

With all these decisions, and with all the 
curtailments, still the piles of paper work that 
pass through the Government agencies, built 
up of reports from thousands of claimants, 
continue to show tremendous shortages, at 
least on paper whether they are real or not. 

From the practical viewpoint of business- 
men who deal all the time in budgets, esti- 
mated requirements, and requisitions of all 
kinds to cover future needs, we know that this 
is a natural and certain result of the methods 
that have been followed under Government 
controls. 

But regardless of these considerations, the 
pie is to be cut. And the slices for those in- 
dustries sent to the lower side of the table, 
because they have not been classified as “de- 
fense-supporting,” are smaller, and employ- 
ment here declines. 

It is not too encouraging a record of ac- 
complishment for the control system. 


Decisi by Pl 
The great difficulty confronting the plan- 


ners, which they have not yet been able to 
eliminate, is that all decisions affecting a fu- 
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ture time cannot be separated from a con- 
siderable element of guesswork. This thing 
may happen and that condition could change, 
With all their enormous collections of infor- 
mation, the analysts still must arrive at an 
opinion every time they face a decision. 
Opinion may be just another word for a well- 
informed guess, but those who control an 
economy must act. 

We have to respect these men for the 
courage they display in making the decisions 
on a scale never before attempted, in peace- 
time at least, and with so much at stake. 

The leaders of the biggest businesses in the 
world, who have spent lifetimes making de- 
cisions, never have to act in matters on which 
so much depends. Directing individual parts 
of industry, operating by experience, and with 
relatively far more significant information, 
they have far better protection against wrung 
judgment. For where wrong guesses are made 
by one concern, others usually are quick to 
move in competitively and so offset the damag- 
ing effects on other business. Even if whole 
industries stray off the path of progress, com- 
petition would not leave a void for long. 

That is not so in the present circumstances. 
With decisions made by the Government of 
the United States, there are no competitive 
forces within the country great enough to off- 
set a serious error. And none can escape the 


consequences. 
Decisions by the Public 


In the growth of the country over these 
decades and generations of the past, the big 
decisions that really shaped the course of our 
economy have been made by the public. As 
late as 1950, the greater part of 150,000,000 
people had a great deal to do with steering 
the course. They did it, one by one, usually 
without speaking a word. They corrected all 
the bad guesses as to price, or style, or supply, 
and OK’d the good ones by the very simple 
method of keeping their hands in their pockets 
to rule one way, or pulling them out with dol- 
lar bills in them to decide the other way. 
These millions of decisions were reached with- 
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out planning, without strain. Most think they 
are pretty good. The rest of the world envies 
the result. 

Just wishing for a return to that condition, 
however, and for an end to the control pro- 
gram will not do. While this program is on, 
we need to do all in our power to see that 
these in authority get the soundest advice and 
the best information of which we are capable, 
and that they get it clearly and vigorously. 

We should encourage narrowing the range 
of ‘ ‘sis economic supervision, and avoiding of 
control for control’s sake. We know things 
move when there is unified will. We believe 
that if all Government efforts were concen- 
trated on giving a clear track to the specific 
objectives of defense, good practical business 
sense and ingenuity would see defense ad- 
vanced, and also would fit the service of the 
civilian economy around the key program, not 
without some dislocation perhaps, but with 
far greater effectiveness. 


Among the men guiding things in Washing- 
ton are many who, we know, are dedicated to 
the best interests of the country. Many have 
given up a lot to go to Washington. They 
would not intentionally steer the country 
wrong. They welcome correct information and 
sound advice from those who know and who 
can get things done. But there are many pro- 
grams, many objectives, many minds and 
many hands. 

Everyone has a tremendous stake in the 
success of our economy. There never was a 
time when wise and great decisions were more 
needed—when sound, intelligent, able leader- 
ship was so vital. The country not only relies 
upon the ability of men in industry to provide 
peace-time and war-time transportation but 
also expects every one to speak up 
courageously in the interest of making these 
decisions what they ought to be. 

We are all in this together—let’s move on 
aggressively and with confidence. 


BUSINESS BRIEFS 


SCHOLARSHIPS AND FELLOWSHIPS 


AVAILABLE 


Bright and industrious young people from 
families of limited means may be interested in 
securing a new publication. The Office of Edu- 
cation, Federal Security Agency, has issued a 
report on scholarships and fellowships avail- 
able at colleges and universities. Written by 
Theresa Birch Wilkins, it is entitled Scholar- 
ships and Fellowships Available at Institutions 
of Higher Education. According to the report, 
approximately 1,200 institutions reported 
awarding 124,000 scholarships valued at $27 
million and 14,000 fellowships valued at $9 
million during the year 1949-50, Copies of 
the report may be purchased from the Super- 
intendent of Documents, U. S. Government 
Printing Office, Washington 25, D. C., for 
55 cents. 
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GASOLINE SHORTAGE IF WAR COMES 


The increased use of jet aircraft engines 
would cause the most severe gasoline and 
heating oil rationing the country has ever 
known in case of another full-scale war, said 
Thomas L. Apjohn of the Petroleum Adminis- 
tration for Defense according to the Wall 
Street Journal. 


SUBCONTRACTING BOOKLET 


The Navy issued a 33-page booklet entitled 
“Subcontractor Opportunities With Navy 
Contractors.” It lists items like bearings, cast- 
ings, and electronic equipment which are in 
short supply and the prime contractors who 
need them. Copies may be obtained from the 
Office of Navy Material, Navy Department, 
Washington 25, D.C., or from any naval ma- 
terial inspector office in the United States, 
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The threat of further inflation indicates 


the necessity of higher taxes — 
unpleasant but bearable. 


Paying for Defense 


HE President recently submitted to Con- 
gress budget recommendations providing 
for total expenditures of about $85 billion for 
the fiscal year 1953. This period extends from 
July 1 of this year to June 30 of 1953. Is such 
a stupendous level of Federal expenditure 
necessary? Can it be sustained by our econ- 
omy? What demands does it make on future 
tax legislation? These are the big questions 
now before Congress. Let us look at some of 
the facts involved. 


The Expenditure Side 


Of the $85 billion of total expenditure pro- 
posed for the fiscal year 1953, nearly $68 
billion go to finance programs related to 
national security. This is about 80 per cent 
of the total budget. The remainder includes 
interest payments of $6.3 billion and “other” 
expenditures of $11.4 billion. It is this latter 
item, or 13 per cent of the total, which goes 
to cover the civilian functions of the Federal 
government. These figures are shown in the 
last column of the table. 

National security programs not only ac- 
count for 80 per cent of-the total budget, but 
also for 87 per cent of the increase over 1940. 
The size of the budget, then, is primarily a 
reflection of our defense effort. The proposed 
level of defense expenditure is without prece- 
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dent for a situation not involving all-out war. 
But it also falls much short of an all-out 
effort. The prospective 1953 total of $68 
billion remains nearly $20 billion below the 
1945 level. Moreover, as a result of price rise 
and increase in output, the gross national pro- 
duct has grown from $220 billion in 1945 to 
an estimated $365 billion for 1953. As a per- 
centage of gross national product, the pro- 
posed expenditure is but one half the 1945 
level. Or, putting it differently, a full-fledged 
military effort now might involve a budget of 
about $150 billion, as against the proposed 
total of $68 billion. In budgetary as in other 
terms, we are engaged in a limited, not an all 
out, military effort. 

The proposed total of $67.7 billion of 
national security expenditure includes $51.2 
billion for military services proper, $1.8 billion 
for atomic energy, $4.2 billion for veterans’ 
services and $10.5 billion for military and eco- 
nomic assistance abroad. The $51.2 billion for 
military services in turn are to pay for $22 
billion of procurement and production ex- 
penditures, about two-thirds of which is to 
build a 143-wing air force; $12 billion are for 
maintenance, and another $12 billion for pay- 
ment to military personnel. The foreign 
assistance item will include military and 
economic aid, but most of it will be in the 
military bracket. 

Indications are that these levels of expendi- 
ture will continue to be increased somewhat 
in the 1954 budget, but that we will be over 
the hump thereafter. Security expenditures, 


§ 
e 
a 
f 


fi 
s 


Michigan Business Kevith 


\w 


however, will remain high even at the main- 
tenance level, a total of up to $50 billion (as 
against the proposed 1953 level of $68 billion) 
being talked about as a likely figure for 1955 
and thereafter. 


Can Military Expenditures 
Be Cut? 

How substantial a cut in this program Con- 
gress will be able to make remains to be seen. 
To be sure, expenditure of so huge a sum is 
certain to involve many a dollar of waste. 
Quite possibly, billions might be saved if all 
such instances could be avoided. But this will 
not be accomplished by a cutback in over-all 
programs. The proposed amount, it appears, is 
considerably below the total demanded by the 
military establishment; and it is difficult to 
assess the risks, in terms of national security, 
which would be involved in substantial cut- 
backs. This is a matter of military and foreign, 
not of fiscal policy. But with or without pro- 
gram cutbacks, special steps need to be taken 
to assure that an all-out effort at economy is 
made. For this purpose an examining body, 
operating on a continuous basis under Con- 
gressional authority and in conjunction with 
the Budget Bureau, might be set up to exam- 
ine the finances and procurement programs of 
the armed forces. The need for such a device 
is the greater, as the military services during 
the next two years will be able to draw on a 
swelling and practically unlimited reservoir 
of past expenditure authorizations. 

The Civilian Budget 

Total expenditures apart from national se- 
curity programs are scheduled to amount to 
$17.7 billion. Of this, $6.3 billion is for inter- 
est payments on public debt, which leaves 
$11.4 billion for other programs. These in- 
clude $2.7 billion for social security, about 
$1.5 billion for farm programs, transportation 
and natural resources each, and $1.4 billion 
for general government. The over-all total of 
$11.4 billion is the same as for the preceding 
fiscal year, but it is nearly twice the corre- 
sponding dollar total for 1940. 
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Again, it is necessary to allow for the 
growth in gross national product since that 
time. Seen in this perspective, the current level 
is considerably less than that of 1940. As 
shown in the table, proposed civilian programs 
(excluding interest) are estimated to amount 
to about 3 per cent of gross national product 
in 1953 as against 6 per cent before the war. 
To obtain a more complete picture, we should 
include expenditures of state and local govern- 
ments which are about twice the amount of 
civilian Federal expenditure. Taking this com- 
bined total, we find that civilian public ex- 
penditure (excluding interest) amounted to an 
estimated 5 per cent of gross national product 
in 1890, 8 per cent in 1929, and 16 per cent 
in 1940. The ratio for 1953 shows a return 
to approximately the 1929 level. 

Seen in this perspective, the problem is not 
so much why the dollar cost of civilian public 
services has doubled since 1940, but how far 
we should go during the defense period toward 
cutting the public services share of our stand- 
ard of living. In ordinary times, there is a 
good case for expanding these functions along 
with the nation’s growth in total income, an 
expansion which may be paid for by holding 
tax rates at a constant level. But these are not 
ordinary times. What should be done depends 
on how permanent we expect the emergency 
to be. If we dare to hope, as suggested in the 
President’s Budget Message, that the bulk of 
the job will be done by the end of the fiscal 
year 1954, then we may well postpone until 
that time whatever can possibly be postponed. 
Thereby, economic dislocation will be reduced 
during the defense period, and a contribution 
will be made to prosperity later on. But we 
cannot be sure of this. The defense program, 
most likely, will be large for a long time to 
come. If we take this pessimistic view, it is 
not easy to conclude that highly desirable 
public programs such as Federal aid to ele- 
mentary education or the St. Lawrence sea- 
way should be postponed to an indefinite 
future. Increased defense production requires 
cutbacks somewhere in the system. But it 
does not follow that these cutbacks must be 
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primarily in the field of civilian public 
services. 
The Tax Side 

On the revenue side of the problem, the 64 
(billion) dollar question is whether additional 
taxes are needed, and whether the economy 
can sustain such a higher rate of taxation. 

The present outlook, according to the 
Budget Message, points to a cash deficit of $4 
billion for the fiscal year 1952 and of about 
$10 billion for the fiscal year 1953.’ Since 
cash expenditures during the fiscal year 1953 
will be paid for largely out of appropriations 
made under the 1952 budget, this picture will 
be affected but little by this year’s budget 
legislation. If appropriations for the 1953 
budget are made as recommended by the 
President, the deficit for fiscal 1954 will be 
about the same as for this year, or it may be 
somewhat larger. If the expansion program is 
completed in 1954 and if all goes well, present 
tax rates may be expected to yield a surplus 
in 1955. But these are big “‘if’s” indeed. 

The President has recommended new tax 
legislation providing for an additional yield of 
at least $5 billion, but Congressional opinion 
does not seem to favor such a move. While it 
remains to be seen how far the problem might 
be solved through cutbacks on the expenditure 
side, chances are that a substantial deficit will 
remain in the offing. Moreover, gains made 
through cutbacks may be offset wholly or in 
part by a further expansion of the atomic 
energy program, which expansion is not as 
yet included in the budget. Let us suppose 
then that expenditures will be as predicted in 
the Budget Message. In this case, should taxes 
be increased, and should we aim to place de- 
fense on a pay-as-you-go basis? 

The answer, I believe, must be Yes. To be 
sure, the rate of military expenditure during 

1The budget (as distinct from cash) deficit for 
1952 is estimated at $8.2 billion, and for 1953 at 
$14.4 billion. The major difference is that in the 
cash budget receipts from old age payroll taxes 
(amounting to about $4 billion) are included on the 
receipt side, whereas they are not included in the 
regular budget. If we wish to determine the current 


impact of the budget on inflation, it is the cash 
= the regular budget picture that is sig- 
t. 


26 


the coming months cannot be predicted readi- 
ly. Some people expect that outlays during the 
next twelve months will be less than estimated 
by the military services. Others expect that 
inflation pressures will be only moderate for 
another six months or so, especially in areas 
like Michigan which are most severely affected 
by material shortages. These expectations may 
prove correct. But if less is spent during the 
next six or twelve months, more will be spent 
in the following period. And even though in- 
flation pressures may remain moderate for a 
while, it is likely that they will surge up when 
the rate of defense spending approaches its 
peak level. Indeed, to assume otherwise would 
be to reaffirm the most dire stagnation predic- 
tion of the thirties. The ideal thing to do 
would be to provide for higher tax rates now, 
and to leave flexible the decision to put them 
into effect when needed later on. But there is 
no way of doing this in our governmental 
machinery. Since we must take our chances, 
it seems much the better choice to provide for 
additional taxation before the damage is done. 

It is necessary, of course, that the stabiliza- 
tion program be seen as a whole. The more 
reliance we place on selective controls over 
prices and wages, the less need for general 
controls of tax and credit restriction. And the 
more that is done by the monetary authorities, 
the less reliance need be placed on tax policy. 
But this is to hitch the horse behind the cart. 
The number one need in our stabilization 
policy is to minimize the burden placed on 
selective price and wage controls. Necessary 
as such controls are, they cannot possibly now 
carry the burden placed upon them under all- 
out war conditions. Thus, we must try to do 
what we can through fiscal and monetary con- 
trols. And again we cannot hope to have an 
adequately restrictive monetary policy unless 
taxes are sufficient to assure a reasonably bal- 
anced budget. 


Can the Economy Sustain 
the Burden? 


But, the reader will think, it is all well and 
good to conclude that an additional $5 or $10 
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billion of taxes are needed; the real problem 

is whether the American economy can sustain 
this additional tax load. Suppose that $5 bil- 
| lion were added to the yield of present taxes 
for the fiscal year 1953, and—if necessary—a 
| second $5 billion was added later. This would 
give an estimated total yield of $82 billion in 
Federal taxes for the fiscal year 1953, or 
about 22 per cent of the estimated gross 
national product. Adding to this amount the 
yield of state and local taxes, we would have 
a total tax-take of about 28 per cent, or three 
points above the level for 1945. Can this rate 
tax be sustained? 

Taking the American people as a whole, it 
is the use of our resources for the defense 
| effort which imposes the burden, not the pay- 
| ment of taxes. If we wish to undertake the 
| job, and by now we seem to be committed 

firmly to this course of action, then this cost 
must be borne in one form or another. There 
is no free defense effort. Basically the problem 
is whether we can afford the defense effort in 
real terms. This appears to be answered by a 
look at our production record. We have during 
1951 been in the process of building up a vast 
military plant, and at the same time we have 
been able to live better than ever before. Per 
capita consumer expenditures for 1951, ad- 


justed for price increase, exceeded those of 
1940 by about 30 per cent. And though some 
durable consumer goods will become tempora- 
rity scarce during the next 18 months, no sub- 
stantial general reduction in the supply of con- 
sumer goods is expected. Investment expendi- 
tures, similarly, have been at a record level, 
not only in absolute terms, but also as a per- 
centage of the gross national product. 

We cannot conclude, in view of this evi- 
dence, that the proposed defense effort will 
reduce our standard of living tragically, or 
that the taxes needed to finance it will cut 
our incomes to an intolerably low level. Un- 
doubtedly, it will remain greatly above that 
of our European allies. Nor is there reason to 
believe that a pay-as-you-go policy will lead 
to a breakdown in production. Having ac- 
cepted our role in the building of Western 
defense, we must also accept our share in the 
cost involved. And since we cannot now place 
primary reliance on direct controls, our choice 
is between an orderly allocation of the cost by 
way of taxation, sustained by an effective 
monetary policy, or a disorderly and uncon- 
trolled allocation by way of inflation. As be- 
tween taxation and inflation, higher taxation 
is: the better bet. 


GROWTH OF FEDERAL BUDGET EXPENDITURES 


In Billion Dollars 


1945 1947 1952 1953 


1. National Security and Related ........ 87.3 28.3 53.6 67.7 
2. Interest 3.8 5.0 5.9 6.3 
3. Other 7.7 6.0 11.4 11.4 
4. Total 98.7 39.3 70.9 85.4 
5. Gross National Product .................... 2204 222.8 335.0 365.0 
As Percentage of Gross National Product 
6. National Security and Related ........ 39.5 12.7 16.0 18.5 
7. Interest 1.6 2.2 1.6 1.7 
8. Other ..... 3.4 2.6 3.4 3.1 


for 1952 and 1953 are my estimates. 


MARCH, 1952 


9.6 


Source: Lines 1, 2, 3, and 4 from Budget Message of the President and Summary Budget State- 
ment for the Fiscal Year Ending June 30, 1953, p. 1203. Line 1 includes expenditures for Military 
Services, Veterans’ Services and Benefits, Military and Economic Assistance Abroad, and Develop- 
ment of Atomic Energy. Line 5 figures for 1940, 45, and 47 from Department of Commerce. Figures 


44.5 17.5 21.0 23.3 
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| War-time losses and international trade difficulties 
present problems for a densely populated nation. 


Japan—Its Problems, Progress 


and Possibilities 


VERY day we read reports of increasing 
tensions and new areas of disturbance 
throughout the world. Some of these are be- 
coming increasingly critical for other nations, 
and indirectly affect us. But, of all of them, 
the Korea war is the one in which we are the 
most directly and most personally involved. 
There, the final outcome is not yet clear. But, 
on that result and on subsequent and related 
events the future of the Far East and its re- 
lationship with the rest of the world largely 
will depend. 

The coast of Korea is only a few hundred 
miles from Japan, which is our principal out- 
post—not only for Korea—but for the whole 
area, now disturbed and endangered by ag- 
gressions having their source in Asiatic Com- 
munism, backed by Soviet Imperialism. 
Therefore, Japan’s importance to us should 
be clearly apparent. 

In a little over 10 years, we have passed 
through a series of dramatic changes in our 
national relationships with Japan. We have 
moved from peace into 4 years of war, and 
then into 6 years of military occupation. Since 
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the signing of the Treaty in San Francisco, 
we have been moving toward another ea of 
official peace. And, when this Treaty has been 
ratified by the required number of nations, 
under their own constitutional processes, once 
again Japan will become a sovereign nation 
in its dealings with most of the rest of the 
world. 


The Population Problem 


The fundamental problem of the Japanese 
Nation can be expressed in the simple terms 
of—too many people, too little land, and too 
few natural resources. These combine to press 
heavily on every circumstance of national life. 

Japan is an island nation with a land area 
about equal to that of either California or 
Montana, on which it has to support a rapidly 
growing population of over 84 million. Since 
1945, its population has increased over 12 
million, which includes the effect of the re- 
patriation of over 5 million Japanese from 
outside its present boundaries. 

This is problem enough, but it is multiplied 
by the usual high birth rate of the Far East. 
Recently the net population increase has been 
at the rate of about 114 million a year and 
estimates indicate that by 1970 the total 
population will at least equal and probably 
will exceed 100 million. 

An unusually able administration of health 
and welfare by the Occupation did an out- 
standing job of reducing the incidence of some 
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of the more virulent and widespread diseases 
which, combined with general health educa- 
tion and other improvements, has added years 
to the average span of life. While this is a 
worthy and constructive effort, typical of the 
United States, it does not tend to simplify the 
population problem. 

Some view of the seriousness of it is indi- 
cated in the fact that the population of Japan 
is about 8 times that of the State of Cali- 
fornia, which is not too happy about its own 
increase in recent years; also, that this is the 
equivalent of immediately moving into the 
State of California all the people from our 10 
other most populated states. I doubt if the 
Californians would greet such a move with 
cheers. 

Another comparison is that the islands of 
Japan are mountainous, as is California, and 
the arable land is limited, again as it is in 
California. 

Only about 16 per cent of the land is arable 
and, for each square mile of farm land, Japan 
has more than 12 times the number of people 
to feed that we have in the United States. By 


intensive cultivation the Japanese manage to 


raise about 85 per cent of their food require- 
ments, but must import over 3 million tons 
of food stuffs a year. 

One of the most interesting sights is a Jap- 
anese farm, which averages about 2 acres, 
often is less, and usually supports not less 
than 2 adults and 3 children—sometimes 
twice that number. While the farming meth- 
ods may appear primitive by our standards, 
the production, from the unending time and 
energy applied, is amazing. Every square foot 
of land that can be used is intensively culti- 
vated. 

To complete the problem of land and people, 
we have to remember that as a result of the 
war Japan lost its Empire, which consisted of 
Manchuria, Formosa, Korea, North China, 
the Kuriles, the South half of the island 
of Sakhalin, and the Mandated Islands. 
These were the possessions which supplied 
much of the raw materials for Japan’s indus- 
tries, part of its food supplies, and served as 
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outlets for its manufactured goods and popula- 
tion. 

With the loss of the Empire was the loss of 
great capital investments abroad, the revenues 
from these investments, and the influence of 
the Empire on its contiguous trading areas. 
To this must be added the physical losses; the 
damage to Japan’s industrial capacity on its 
home islands; the inevitable economic, finan- 
cial, and social dislocations arising from war 
and defeat; and 10 years of delay in economic 
progress, excessive depreciation, and obso- 
lescence. 


The Importance of International 
Trade 


Underlying this combination of problems 
and magnifying all of them is the lack of 
ample domestic supplies of most of the raw 
materials required for the production of an 
industrial nation. Japan must live by export- 
ing manufactured goods but its industry must 
be fed by imports of raw materials. In addi- 
tion to staple foods it must import large 
amounts of raw cotton, raw wool, coking coal, 
oil, and iron ore—as well as other minerals 
and components of production. It has the 
people, the production capacity, and the tech- 
nical skills, but it lacks the natural resources 
that must be added to these to ensure a firm 
foundation for increasing productivity. 

Fundamentally, the position of Japan in 
trade in the Far East is much the same as that 
of Great Britain in Europe, which also must 
contrive to live on imports made possible by 
the proceeds of its exports. But, there is this 
difference—Britain has the support of her 
Commonwealth of Nations and the sterling 
bloc, its normal trading area is relatively in- 
tact and has been strengthened by the intro- 
duction of many billions of dollars of United 
States aid—which is not true of the Far East, 
in general. 

If California had the population of Japan, 
California still would have available to it the 
raw material resources of the United States, 
a free market with other states over its boun- 
daries, and ample transportation facilities— 
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all without any currency problems or trade 
barriers. Japan, however, is hemmed in by the 
multiple currency and trade barriers of all the 
other nations with which it must trade. It 
must buy its requirements abroad and, in most 
cases, add to the purchase price the substan- 
tial shipping costs for long distance trans- 
portation overseas. This is no minor item in 
the cost of its raw materials. 

Before the war, Japan was one of the great 
maritime nations with over 6 million tons of 
shipping. In the war it lost most of this large 
merchant marine, which was a substantial 
contributor to the development of its foreign 
trade and to its balance of trade, and essential 
not only to maintaining its volume of imports, 
but in reducing their cost. 

When the Peace Treaty becomes effective, 
Japan will be politically independent, but it 
still will have to solve the problem of attain- 
ing permanent economic independence. This is 
qualified by domestic shortages of raw ma- 
terials and the need to recreate an export 
trade sufficient to pay for increasing import 
requirements. Until this is accomplished, it 
will be almost impossible for Japan to be com- 
pletely self-supporting or to improve its stand- 
ard of living materially over that of prewar. 


Trade Problems 


In doing so, it must meet a new series of 
complications. There have been the years of 
isolation from normal markets, some of which 
have disappeared or changed. Many countries 
are busily engaged in learning to supply them- 
selves, and have imposed trade restrictions to 
protect their own developing industries. 
Foreign trade is increasingly competitive, and 
world-wide defense programs have reduced 
the availability of many essential raw mate- 
rials. 
For Japan, trade development will depend 
not so much on its economic recovery as on 
the economic recovery of normal Japanese 
trading areas in the Far East, the end of 
political disturbances in Asia, and the reduc- 
tion of prevailing trade and foreign exchange 
restrictions. 


An example of changing circumstances is 
that before the war one of Japan’s principal 
exports was silk which was produced from in- 


digenous resources. The development of syn- _ 


thetics completely changed the market. Today 
Japan’s principal export is cotton goods and 
most of the raw cotton is purchased in the 
United States for dollars, while a large part 
of the cotton goods produced in Japan is ex- 
ported to countries which do not pay Japan 
in dollars. The same is true of exported metal 
products produced from the iron ore and cok- 
ing coal imported from the United States, 

Since the end of the war Japanese imports 
have been predominantly from the United 
States, which meant dollar expenditures, and 
these largely were supplied from United States 
Government appropriations. While expanding 
trade arrangements with non-dollar areas have 
resulted in some decline in imports from the 
United States, these remain abnormally high; 
and the recent trade figures of Japan show an 
alarming trend toward dollar imports and in- 
creasing sterling exports. 

This situation is not made any easier by 
the general resistance in the United States to 
imports from Japan or any other nation. The 
result is that our exports are being paid for 
mostly by loans or grants of taxpayers’ money 
to other nations. We have not yet fully 
acknowledged the fact that the greatest cred- 
itor nation in the world can not continue to 
place increasing obstacles before the nations 
which must export to us if they are to have 
the means to buy from us. 

Despite the difficulties, Japan has made re- 
markable progress in the last few years. Its 
level of production is over 140 per cent of a 
prewar 1932-1936 base, but this increase must 
be measured against the large growth in popu- 
lation. It has succeeded in expanding its 
foreign trade; in 1951 its merchandise exports 
were 66 per cent greater than in 1950, and its 
overall foreign trade account was more than 
balanced at the surprisingly high level of 
about $2 billion, with the help of a large total 
of invisible exports. 
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The Significance of American Aid 

Initially this recovery was made possible by 
nearly $2 billion of economic aid received by 
Japan since 1945 from United States Govern- 
ment appropriations, which ceased in June 
1951. While this assistance was measured in 
money, it was delivered in food, goods, and 
materials which otherwise Japan would have 
had to pay for from the proceeds of its own 
exports. Also, it has had the benefit of the 
dollar spendings of our troops, which is the 
largest body of free spending tourists Japan 
ever has had or ever will have. Our soldiers, 
sailors, their families, and other civilian per- 
sonnel are spending $12 to $15 million a 
month there, as individuals, for a large variety 
of wants and needs. 

The United States has committed over $500 
million and paid about $400 million in Japan 
for services and materials needed in connec- 
tion with our military operations in Korea; 
and this spending, of over $25 million a 


month, also is a substantial and unusual — 


source of foreign exchange. Thus, Japan is one 
nation that has directly and materially bene- 
fited from the Korea war, in contrast to the 
penalties and costs absorbed by so many other 
nations. And, this benefit has been in the most 
necessary direction—the acquisition of foreign 
exchange. 

These extremely fortunate circumstances, 
arising from external sources, have offset 
many of the trade problems mentioned earlier. 
While they are not the means which Japan 
ordinarily would have to use or would have 
available to meet its import requirements, 
nevertheless they have been a great stimulant 
to domestic recovery and, at the same time, 
have permitted Japan to postpone the un- 
pleasant domestic actions the British have 
had to take to protect and improve their 
foreign exchange position. 

As a result of these circumstances and 
Japan’s own efforts, in June 1951 the United 
States was able to end direct appropriations 
for economic aid. But, the extent to which 
this was made possible by what may prove to 
be temporary benefits has to be considered in 
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looking toward the future. Without grants or 
loans of funds or goods to Japan or any of 
the other abnormal acquisitions of foreign ex- 
change, obviously the status of its production 
and its standard of living or any increase of 
production or improvement in that standard 
of living primarily will depend on the future 
relationship of merchandise exports to 
imports. 

For the past six years Japan has been living 

under the protective umbrella of the Occupa- 
tion. In effect, it has been a nation operating 
in receivership. In that time it has received 
the benefits from billions of dollars of goods 
and materials not paid for by its own exports. 
To a large degree, the United States Govern- 
ment has served as Japan’s procurement agent 
for obtaining these imported materials, even 
under conditions of critical shortages else- 
where. It has been given unlimited technical 
assistance in many areas of domestic advance- 
ment and improvement. It has been able to 
postpone certain of its debts, and finally has 
received a Treaty with extremely favorable 
terms. 
It is probable that as Japan takes on full 
responsibility for its domestic and foreign 
affairs, it will discover that the inevitable dis- 
advantages of the Occupation were offset by 
some significant advantages. 


Problems of Independence 


As an independent nation, Japan will have 
to meet certain postponed and some new fi- 
nancial obligations. However, the Japanese 
Government always has been concerned about 
these obligations and frequently has expressed 
the intent to satisfy them as soon as it was 
possible to do so. 

Included are the claims of other nations 
for reparations covering war damages; the 
claims for the restoration of Allied properties 
lost or damaged in Japan; the settlement of 
Japan’s prewar foreign debt; the costs of the 
expanding national and international responsi- 
bilities of its post-Treaty status; and the costs 
of recreating an adequate domestic security 
force and of any collective security require- 


ments. These will be substantial and will con- 
tinue. Some of them will decrease as settle- 
ments are made and finally paid, but others 
will increase. The reparations problem alone 
is a serious one, even under the favorable 
terms of the Treaty, and the negotiations and 
settlements with nations claiming reparations 
may be extremely difficult and costly. 

It will not be easy to absorb these addi- 
tional burdens, but it is certain the Japanese 
Government and the Japanese people will use 
every effort to re-establish their world stand- 
ing by fulfilling these obligations to the maxi- 
mum possible degree. 

No attempt to measure the present or fu- 
ture status of Japan or its accomplishments 
can be complete without a sympathetic under- 
standing and full consideration of the nature 
of the problems with which it must struggle, 
and the inherent obstacles to any quick, easy, 
or completely satisfactory solution of them. 
From any viewpoint, they comprise a formid- 
able array of difficulties which easily might 
dismay a less industrious or courageous peo- 
ple. But, there is no evidence of that at all, 


and with any full realization of what is neces- 


sary, they will find a way to do it. 

We see in Japan the most industrialized 
nation of the Far East, and the natural work 
shop of the area. It is an economic comple- 
ment to other nations of Southeast Asia and 
can make the heavier industrial equipment so 
much needed by every neighbor. Its people are 
civilized, orderly, energetic, enterprising, and 
progressive. Fundamentally, their outlook is 
individualist, conservative, and anti-Com- 
munist. Past conflicts with Russia have left 
them with no illusions about the Soviets, and 
what is happening in China is a close-to-home 
example of what could happen to them. 

From a condition of outright national dis- 
aster, Japan has made great progress in a 
relatively few years. If its Government and its 
people realistically appraise the problems of 
the Nation and take appropriate and effective 
steps to meet them, it will continue to make 


progress. It is justifying our confidence by i 
setting a notable example of increasing ac- | 


complishment, and easily can become the 
principal stabilizing factor in the Far East. 


BUSINESS BRIEFS 


PUBLICATIONS 


The agencies of the Federal Government 
publish a variety of informational material. 
Many of these publications specifically are de- 
signed to assist the independent businesman. 

From the small business standpoint, orders 
and regulations published by the National 
Production Authority are of particular im- 
portance. If you wish to be placed on the free 
mailing list to receive the full text of these 
orders you should write to: 

Distribution Section 

Division of Printing Services 
U. S. Department of Commerce 
Washington 25, D. C. 

There are a number of publications issued 
by offices and bureaus of the Department of 


32 


Commerce which can be helpful, especially . 


those of the Office of Small Business. To learn 


of the publications available, subscribe to the ‘ : 
Business Service Check List, issued weekly, | 


for $1.00 a year. Write to: 
Special Business Service Desk 
U. S. Department of Commerce 
Washington 25, D. C. 


WINTER VEGETABLE PRODUCTION 
The Wall Street Journal reports that the 


Agriculture Department has asked farmers to | 
produce a winter vegetable acreage of 281,000 , 
for 1952. This suggested acreage for fifteen | 


vegetables is six per cent higher than 1951 


and five per cent higher than the 1940-49 | 


average. 
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A NEW PUBLICATION 
BY THE BUREAU OF BUSINESS RESEARCH 


THE PLANT ACCOUNTING REGULATIONS 
OF THE FEDERAL POWER COMMISSION — 


A Critical Analysis 
Michigan Business Study, Vol. XI, No. 1 


By Smwney Davipson, Ph.D. 
_ Johns Hopkins University 


In this study, Dr. Davidson presents a thorough discussion of the systems of accounts 
prescribed by the Federal Power Commission for gas and electric companies and 
other public utilities engaged in interstate commerce. 

He gives a of the Federal Power Commission’s rulings on 


comprehensive 

accounting by public utilities, citing a large number of pertinent cases to illustrate 
each phase of accounting considered. He bases his analysis un a discussion of Account 
100.1, Account 100.5, Account 100.7 and related accounts; he goes thoroughly into 
cea ‘acquisition adjustments, electric plant adjustments, transactions with associated 

reaccounting, depreciation accounting. In considering each phase he points 
the Uniform System or in the Federal Power Commission’s 
interpretations thereof, and suggests practical modifications of the existing — 
procedure. He gives full credit for the beneficial effects produced by the 
of the Uniform System to the accounting of public utilities and suggests “pene 
greater benefits would follow if the proposed modifications should be put into effect. 


This book should be of interest to accounting firms, public utilities, state commissions, 
trade associations and their members, and teachers inthe felds of accounting, finance, 
economics. 


163 pages, paper bound, price $2.00 


To THE UNIVERSITY OF MICHIGAN PRESS 
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By the BUREAU OF BUSINESS. RESEARCH 


DEPARTMENTAL MERCHANDISING ‘RESULTS IN 


SMALL DEPARTMENT STORES, 1 


School of Business Ad- 
ministration, University of Mi 
tal 


ratios vseful in evaluating the merchandise perform- 


85 pages paper bound prive $1.00 


BUSINESS CONFIDENCE AND _ BUSINESS 
A CASE STUDY OF THE RECESSION OF 1937 


A. Ph.D., Assistant Professor of Finance, School of Busi- 
By Douglas A. Hayes, 


VOLUME X nei of the business annals and 
STUDY NO. 5 of the 
in the fall of 1987. 
130 pages paper bound price $2.00 


UNIONISM, WAGE TRENDS, AND INCOME DISTRIBU- 
TION, 1914-1947 


Harold M. Assistant Professor of Economics, U 
By niversity 


VOLUME X Can union bargaining power raise money wages with- 
STUDY NO. 4 reaction such as 
by causing some 
122 pages paper bound price $2.00 


ty of Michigan 
REPORT NO. 22 lished , presents ems of twenty- 
three giving background and general 
information on each and suggesting for 
study and discussion in every case. 


Copies may be ordered from . q 
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